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SACRAMENTO UPDATE

This memorandum includes the potential County impact from State payment deferrals,
actions taken by the Budget Conference Committee, the status of County-advocacy on
two bills, and a roster containing the status of all bills with a County-advocacy position.

State Budget

Potential Impact from State Payment Deferrals

On May 29, 2009, State Controller John Chiang sent a letter to the Governor and the
Legislature warning them that the State will have a cash deficit of $1.02 billion by
~July 31, 2009, and may not be able to meets its financial obligations, absent prompt
action to address the State’s cash flow crisis. According to the State Controller, the
cash shortfall is estimated to be over $22 billion by April 2010. He indicated that the
Legislature must act no later than June 15, 2009 to allow his office sufficient time to sell
Revenue Anticipation Warrants and get cash into the Treasury for the State to be able
to make payments at the beginning of FY 2009-10.

Last Friday, the Department of Finance (DOF) released a plan to be presented before
the Budget Conference Committee to address the State’s cash flow needs. The DOF
plan has not been presented to the Committee and it is unclear when it will be heard.
Of interest to the County, the plan contains proposals to defer payments to counties for
mental health services for 11 months and Proposition 42 local streets and road funds for
up to seven months. The proposed deferrals would affect:
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Mental Health Services Act (Proposition 63) Funds. The Department of
Finance proposes to defer $300 million in Mental Health Services Act (MHSA)
payments to counties for a period of 11 months, from July 2009 through
June 2010. It is unclear if the State intends to repay these funds with interest.

The Department of Mental Health (DMH) notes that this proposal would result in
the withholding of about 25 percent of the MHSA funds Statewide. If this
proposal is enacted, an estimated $86 million in MHSA payments for DMH
will be deferred. If the State does not repay the funds with interest, it is
estimated that the 11 month deferral would result in a loss of interest to the
County between $768,000 and $948,000, depending upon the actual interest
rates for that period.

Proposition 42 Local Streets and Road Funds. The Department of Finance
proposes to defer two quarterly payments to counties of Proposition 42 funds to
be repaid in May 2010. According to the Department of Public Works (DPW),
the impact to the Department is approximately $27 million.

The Department indicates that they can manage this deferral until May 2010
without any impacts to the level of service they provide only if the State:

1) allocates the final $85 million to the County of the Highway Safety, Traffic
Reduction, Air Quality, and Port Security Bond Act of 2006 (Proposition 1B)
funds;

2) makes the funding of this allocation one of its top priorities for future bond
sales; and

3) specifically allows through legislation the use of Proposition 1B funds for cash
flow purposes for ongoing road operations and maintenance.

Based on our review of the limited information available, these proposals will result in
payment deferrals to the County of approximately $113 million in FY 2009-10.

Budget Conference Committee Actions

Over the last three days, the Budget Conference Committee discussed a number of
health, public health, mental health and social services issues, which were proposed in
the Governor's May Revisions and by the Legislative Analyst’'s Office (LAO). The most
important action thus far was the rejection of the proposal to eliminate the CalWORKSs
Cash Assistance and Single Allocation programs. Listed below are the items which are
of importance to the County.
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Social Services

Elimination of CalWORKs Cash Assistance and Single Allocation. The May
Revision proposes to eliminate the CalWORKs Cash Assistance and the Single
Allocation for an estimated State General Fund savings of $1.3 billion in FY 2009-10
and $1.8 billion in FY 2010-11. The Conference Committee rejected the proposal
on a vote of 6 to 1, with one abstention, and instructed staff to seek alternative
reductions to the program. The Department of Finance noted that this action would
significantly impact the Budget. On June 2, 2009, this office reported that if the
Governor's May Revision proposal was enacted, and if 50 percent of the families
terminated from cash assistance apply for, and are determined eligible for the County’s
General Relief Program, there would be an increase in net County cost of $417 million.
Also, we previously advised that the elimination of the CalWORKs Single Allocation
would have resulted in an estimated County loss of $585.2 million. This Conference
Committee action mitigates these potential impacts to the County.

Health

Federal Medi-Cal Flexibility and Stabilization Waiver. The May Revision proposes
to seek a $1 billion waiver from the Federal government to implement additional
eligibility reductions to better manage the growth in the Medi-Cal program, without
jeopardizing funding from the American Recovery and Reinvestment Act (ARRA). Many
of the conferees criticized the proposal because it lacks detail from the Administration,
and they questioned whether the savings are achievable because changes to the
Medi-Cal program take at least three months to implement. DOF said it continues to
work with the Federal government on a variety of strategies, and believes the savings
can be achieved. The issue was held open.

Healthy Families Program. The May Revision proposes to eliminate the Healthy
Families Program (HFP). Committee members expressed concern that if this insurance
program for low-income families was eliminated, children would no longer have access
to quality health care, and would instead be forced to seek care in hospital emergency
rooms. The LAO recommended an increase in premiums as an alternative to reduce
program costs. The issue was left open.

Adult Day Health Centers (ADHC). The May Revision proposes to eliminate ADHC
services from the Medi-Cal program for a savings of $170.5 million. The LAO cautioned
the conferees about adopting this proposal because if 20 percent of the ADHC
population is shifted to nursing homes, the projected savings would be eliminated. This
issue was left open because members want to know the long-term effects of the
proposal prior to taking action. There is no impact to the County.
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Medi-Cal Eligibility for Legal Immigrants. The May Revision proposes to limit
Medi-Cal benefits for newly qualified immigrants who have been in the United Sates for
less than five years and for immigrants who permanently reside under the color of law.
The LAO indicated the projected savings of $125.5 million is achievable and would not
jeopardize ARRA funding. Committee members were concerned that the proposal
would force this population, which is often frail and elderly, into already overcrowded
emergency rooms rather than providing them with services in a more cost-effective
outpatient setting. The California Department of Health Care Services noted that
emergency services would be partially reimbursed by the Federal government, and
assumes receipt of over $67 million. The issue was left open.

Public Health

Immunization Assistance Program (IAP). The Conference Committee unanimously
adopted an LAO proposal to eliminate $18 million from the IAP on a one-time
basis, because California will be receiving $23 million for immunizations from ARRA
funds in 2009. The Department of Public Health is trying to determine potential County
impact.

Maternal, Child, and Adolescent Health (MCAH) Programs. The Conference
Committee agenda indicates that the May Revision proposes to eliminate $16.8 million
in MCAH programs. However, May Revision documents show a total reduction of
$20.4 million for FY 2009-10 and FY 2010-11. The conferees left the issue open and
directed the LAO, DOF, and budget staff to work together to look at other funding
sources, rather than the State’'s General Fund, which could be used to maintain these
programs.

Alzheimer’s Research Centers. The LAO recommended the elimination of
$6.2 million in State General Fund for these centers; however, the Conference
Committee voted 8 to 2 to only reduce the funding by 50 percent, or $3.1 million, along
with budget bill language prohibiting the money to be used for research costs. There is
no impact to the County. ‘

AIDS Drug Assistance Program (ADAP) and HIV Prevention and Education. The
May Revision proposed a reduction of $55.5 million for ADAP and other HIV/AIDS
programs and a reduction of $24.6 million for HIV Education and Prevention.
Committee members expressed concerns about the impact these reductions would
have on people living with HIV/AIDS, and if the May Revision proposals would put
Federal Ryan White Care Act dollars for California at risk. The Conference Committee
left these issues open and directed the LAO, DOF, and budget staff to work together
to come up with a proposal that would maintain maintenance of effort levels, protect
Federal funding, and maximize funds for AIDS drug rebates.

Sacto Updates 2009/sacto 061109



Each Supervisor
June 11, 2009
Page 5

Mental Health

Mental Health Managed Care and Early and Periodic Screening, Diagnosis, and
Treatment Services (EPSDT). The May Revision proposes to save the State General
Fund $92 million for Mental Health Managed Care and for the EPSDT program. The
Conference Committee unanimously approved these reductions. DMH has noted
that although the method for apportioning the Mental Health Managed Care reduction to
counties is unclear, it would eliminate the professional services provided by
fee-for-service psychiatrists, psychologists, social workers, and marriage and family
therapists. The loss to DMH could total $21 million, and up to 14,000 indigent
clients could lose mental health services.

The Department also has indicated that the EPSDT reduction would eliminate funding
for the development of Mental Health Services Act programs for children and
transitional age youth. The loss of EPSDT funding could total $7 million, and the
Department may be forced to consider capping these programs at their current
levels of enroliment, and eventually reducing the program through attrition.

Caregiver Resource Centers Programs. The May Revision proposes to eliminate all
State General Fund support for these centers. The Conference Committee approved
on a 6 to 4 vote a reduction of $3.5 million, which would leave $7 million for the centers
for FY 2009-10. There is no impact to the County.

Prior Year Cost Settlement Claims for EPSDT. The May Revision proposes
$15.8 million in State General Funds to reimburse counties for prior year claims. The
Conference Committee voted on a 6 to 4 vote to defer payment of the claims until
FY 2010-11. We will work with the appropriate departments to determine potential
County impact.

Defer $52 million in AB 3632 Mandate to Counties. The May Revision proposes to
defer 50 percent of the State’s payment to counties for AB 3632 claims. The LAO
stated that approval of the May Revision would underfund the mandate to counties by
$108 million, and without suspending the mandate, counties could file a lawsuit against
the State and no longer be required to carry out the mandate. Senator Dutton proposed
to suspend the mandate on counties, which would return the program to schools, but
that motion failed. The Conference Committee approved the $52 million deferral to
counties by a 6 to 4 vote. DMH indicates that this proposal would delay
approximately $12.4 million in reimbursements due to the County.
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Status of County-Advocacy Legislation

County-supported and amend AB 410 (De La Torre) which, as amended
March 23, 2009, would provide that $5 million from the Safe Drinking Water, Water
Quality and Supply, Flood Control, River and Coastal Protection Bond Act of 2006 be
made available to the Department of Water Resources for allocation to specified regions
for the preparation of salt and nutrient management plans consistent with the recycled
water policy of the State Water Resources Control Board, passed the Assembly Floor
on June 1, 2009 by a vote of 75 to 3, and now proceeds to the Senate.

County-supported SB 113 (Senate Local Government Committee), which is an
omnibus bill that would make a number of minor, non-controversial changes to laws
affecting the powers and duties of local agencies which have been proposed by local
officials, was amended on June 3, 2009. Each item in the omnibus bill is extensively
vetted and, if there is an objection, the item is removed from the legislation.

The amendments include the following two County-supported provisions: 1) minor
revisions to the Public Contract Code to align the requirements for County Waterworks
Districts to contract for non-construction related work with the contracting requirements
for County government to perform similar work; and 2) minor revisions to the Water
Code, which would allow County Waterworks Districts to advance water reliability
projects and water system facility construction. SB 113 also contains one
County-sponsored item, the Alhambra Unified School District — School Facilities
Improvement District, as reported in the April 10, 2009 Sacramento Update, which
would authorize a county board of supervisors to form a School Facilities Improvement
District in an individual school district. This measure is set for a hearing on July 1, 2009
in the Assembly Local Government Committee.

Master Bill List

A roster containing the status of all bills with a County-advocacy position is attached.

We will continue to keep you advised.

WTF.GK
MR:IGEA:sb

Attachment

c: All Department Heads
Legislative Strategist
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